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Balance of Ihternational Payments
First Quarter of 1950

During the first guarter of 1950 the balames of interng-
tiomal payments of the United States reflected the recent
progress foreipn conntries had baen able to maka toward
4 new postwar equilibrinm o thelr intermadonal ITans-
actions. In additlon to an analysis of thess develop-
ments, kevisions af balances of payment data for the yvaarg
14 to I'M9 are prescoted.

AT THE conciusion of the second year of the European
Recovery Program, which was reached with the end of the
first quarter of 1050, the United States export surplue of
goods snd services had declined to the lowest peint, of the
entire postwar period. The export surples duripg the first
quarter of 1950, at an nanual rate, was $10 billion below the

twar peak in the second quarter of 1947. Thiz was
rought about by a decline in exports of goods and services
of $£.3 hillivn, and by an increase in imporis of goods and
services of $1.7 billion, boeth at snnual rates. & BXport
drop from the abnormeslily high total of 3 years ago was
thus by far the more important factor of the two. While
the decline refects smaller U. 3. Government aid available
to finance forsign purchases in the ITnited States, improved
supply-dentand Telationships nbroad alse played an important
part m reducing foreign dependence on the United States
88 & souree of supply.

Reduced means of finencing

The decline in Government aid dishursements from an
aohual rate of $8.7 billion at the time of the pesk axport
surplos in 1947 to $4.4 billion during the firat quarter of 1450
accounted for 38 percent of the decline in the means of
finaneing the sxport aurplus and the unaceonnted for trans-
actions; changes in dollar disbursements by the Internationsl
Bank and the Monetary Fund and in private United States
eapital and ramittances accounted for about O percent.

In addition to using these loans and gifis from the United
States or from the internationsl institutions, foreign countries
in the zecond quarter of 1947 reduced their own gold and
dollar holdings at an annual rate of $4.1 billion, whersas in
the first quarter of 1950 such assets were accumulated
(accurnulations through transactions with the United States
only} at & rate of $1.9 billion. 'This net change in the move-
ment of foreign ressrves of $6 billion &t annual rates aﬁpem
to have been aqually as important as tha decline in Tinited
Btates Government and private funds in reducing the means

of finnneing the export surplus.

The nead of foreign countries to enrtail sgmil;ﬁl from
their resarves was, of course, tly due to the decline in
the reserves themselves. Total foreygn gold and dellar hold-
ings (excluding those of the Internationsl Bank, the Mone-
tary Fund, and the USSR) had declined from $18.3 billion at

the end of 1948 to $15.2 billion at the end of 1949. The
ability of foreign eountrice to acoumulate reserves, in epite
of greatly raduced United Statsz Government aid, indieatos,
however, & genuine improvement in their econemic situation.

Table 1 indicates that the change from s foreign sals to an
acenmulation of gold and dellare charactarized afl areas, but
that it was most proncunced in the ERP countries and
Canada.

The improvement in the international economie situation
is indicated by the incrensed ability of foreign countries
s 4 whole t¢ mest their neads from: their own resourecas,
Despite the decline of United States merchandise exports
from $15.4 billion o 1947 to $12 billion in 1949, foreign
countries in the te were able bo raise their imperts
from $60 io §55 billon during the same period. This trend
mnﬁﬂﬁfonds to the developntent which should be expecied as
a regalt of the inerense in the capacity of foreign couniries to
yroducs and of the decline in some of their domestic demands
after mesting the most important postwar reconstruction and
replacement requirements.

he widespread devaluation of currencies in 1949 has
probably speedad up these developments by reducing foreign
demand for soma imports from the Tnited States and other
countries with relatively stable currencies, and by stimulating
exports of the devaluing souniries to rss relntively faoster
than their production. The full effects of the devalastions
#s such on the foreign trade of the United States, however,
cannot be peparated statiatically from: other measures taken
abroad to conserve deller aschange, such as intensified
exchange restrictions and bilatersl trade agreements, Never-
theless, it seema to be of some sipnificanee that durin,%- the
fpurth quarter of 1949 Buropean countries wera able to
incronse the volume of exports by sbout 17 ent after it
had remained unuhangsd for ahouf a year. United Stntes
axports in contrast did not rise during the same period and
actualiy fell during the following gquarter.

The improved position of the BRF countries viz-a~vis the
rezt of the world iz alsp indicated b.]bt.hg apparent decline of
dollars transferred to other srens.  During the 3 years, 1047
t0 1949, the gquarterly average of such tranafers (and other
dollar irsnsactions unaccounted for im the balance of pay-
menis) smounted to $4685, 3200 and 3500 million, respec-
tively. In the first quarter of 1950 such transfers frem
ERF commtries were only about $50 million.

Sinee the unnecounied-for franssetions in the halance of
gaments with oll nreas did not show a aimilar change, the

ecline of this igure for the ERP countrics can be sonsidered
as an indicetion of their improved balanee-of-payments
position with the rest of the werld. Correspondingly, the
same data show thal Latin Amerien, which had boen a net
receiver of dollars from countries other than the United
Sintes from the end of the war until the end of 1949, appar-
entlgll;nd 1o pay to other areas nearly $100 million net during
the first quarter of 1650. Canada’'s apparent dollar receipts
from other areas fell from a quarterly rate of $140 million
in 1540 to only $40 million in the first quarter of 1950. Ths
dependencies, which had o balance-of-paymeni deficit with
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the United States throughout 1949 and were, therefors, e
drain upon the ERF countries” dollar rescurces, baeams
again & source of dollars for other areas, preaumn,bly their
mother counbries.

Transactions move toward sustainable pattern

As pointed out helow, the rate of the recent decline in the
foreign, deficit may be due to special end tempo circum-
stances, spd may, therefore, oversiate the actusl progress
made by foreign countriss in balancing their secounts with
the United States. With these reservations, the size of the
foreign deficit ns well as the pattern of multilsteral flow of
dollar funda during the first quarter of 1930 appeass to have
moved towards an equilibrivin which might vader favorable
circomstanees be sustainable after the ond of the European
Recovery Program. . .

Spealang in stive terme mamd putting sside for the
moment some of the basic inbalances in ¢he parts, this would
raquire privaie long-term capital and private remittances ic
continue at the 1949 or first quarter 1950 mte, malipng $1.2
to §1.4 billien available to foreign countries, United States
purchases of newly mined gold could add about one-holf io
threequarters of a billion dollars. Loans by the Export-
Import Bank and the Infernstional Bank as well as aid to
countries in special circumstances might ride several
- hundred million more. These funds less the portion needed
for transactions which now remain unaccounted for could
support & forcign deficit of & magnitude not rauch below that
reached in the first quarter of 1950. ]

The deficit of the WRP couniries would, under such gircum-
stances, have to be financed with gold obtained mainly from
Africa, and with dollars obtained from Latin ice, the
dependencies, and some of the other countries, pnrtlctﬂaﬂy
those in the sterling area. The latter countries would hive
to pbtsin the dollars through a surplus in their transactions
with the United States, which, though still smsll, had alvesdy
devaloped in the first quarter of 1950. _

A.lthm.cllgh the first quarter transactions with the rest of
the world as o whols may ap to be not far frox the size
and pattern of trade and other transactions which may be
expected after the end of the European Eecovery Program
the new equilibrivm has not been reachsd and the need
for Government nid during the remaining years of this pro-
gram &till continues. ]

The deficit of the ERP countries on goods and services,
which——despite the great decline of their purchases in the
United States—still amounted to over $2 billlon &¢ an annual
rate during the first quarter, was too large to be supported
from dollars or gold obtained from other areas unless the
ERP countries’ capacity t¢ export is grestly increesed.
Bilateral trade egreements might be suceessful in raising
Europe’s exports to the amount required to pay for imports
fromn the countries with which such ammntﬂ are concluded.
Howevar, in grder to obtain the de to pay for a deficit
with the United Staies, Eurepe would have to raise her ex-
porta of goods and services above the nmount required to
pay for impordz from, and to ay loans 50, countries other
than the United States. The ability to achieve and expend
an petunl balance-of-payments surplus with the rest of the
world (excluding the United Sintes) will be ihe test of En-
ropa's ability to dispense with extraordinary economic aid
from the United States, _

To the extent that Western Europe will not be able to
arrn dellors through expanded exports to eonntries other than
the Ulnited States, the deficlt of Western Europa with the
United States will in the long run have to decline a3 Govern-
ernment aid diminishes. though TUnited States imporis
from that area can be expected to continue the rize which
started after the devaluations, most of the decline in the
defieit will result from smaller purchases by Western Europs
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in this country, aont:num% the trends which can be observed
since the postwar peak of the United States export surplus
with Europe in 1947, In the short run, however, the fact
that same eountries were not using all their dollar recsipts
for ¢orrent expenditures makes it possible for them to sus-
tein these expenditures for some time even if the dollar
Tecal from smaller aid or passibly smaller imports by the
United States—decline somewhat, .

This applies particularly to the United dom and the
rest of the sterling area, whose gold and dollar reserve at
the end of the first quarter 1950 was higher then at the end
of March 1040, before tha crisis which calminated in the
davpluation hed started.

Rather than increasing gold and dollar sssets several
countries usad & part of current dollar receipts in the
first qusrter to Tepny shori~term dellar liabilities. Mopst
significant of thesa wos Brazil, which used the increased
dollar recaipts resulting from the higher prices for coffee to
repay more than half of its outstanding short-term debt to
the United States. Notsble repayments on short-term ad-
vancez were also made by Mexico and Chile. After this
reduction of short~term debis terminates and if their ¢urrent
dollar receipts continue ef the present rate, these counlries
will have mare dollay funds gvailable for eurrent expenditures.
The total value of United States cxports wnd services may
thus temporarily rise sgain snd, therefore, interrupt the de-
eline which bos continued sinca the t.h.:;"ii quarter of 1949,

Increase in imports may be temporary f

While it thus appears that exports during the first quarter
of 1450 had declined somewhat below the trend in evidenocs
gince 1947, grd which is expected to continue until & new
equilibrium is reached, imports appear to have been slightly
increasad by some temporary factors. Additions to stocks
of 10 major commodities, for which data are available and
imyports of which wers $768 million or 41 perceni of total
imports, during the first quarter amoun to about %34
mliﬁ:rn ot nbout £.53 percent of their import value. This
compares to redustons in stocks of the same commodities by
%41 million or §.7 percent of the import valve of the same
commedities during the preceding quarter. Although =
pert of the ries in stocks during the first quarter of 1950 was
gaasonal, the corrent wtilization of imported materials had
incrensed less than the imports themselves,

Another important fastor raising the value of imparts frem
the last quartar of 1949 wpe the incrense m the it value of
coffes from an aversge of 31 cents to 40.6 centa per pound.
This inerense accounted for §84 million ar about half of the
total rise of imports from the fourth quarter of 1949 to the
first quarier of 1950. Although the racent rise in wholessle
prices of coffes wae not yet fully reflected in first-quartsr im-
ports, so fhat average impert init velues may still continue
to rize, wholesale prices apparently renched their peak in
Janu and consequently, with some lags, average import
unit values should be expected to decline again,. sustain-
ing effest upon impert values mey derive, howaver, from
recent prica rises for several other important sommodities,
auch a2 Tubber, copper, tin, and cocoa, which wers not yeot
reflocted in the first-quarter import dota.

Bloat of the rise in the value of imports by nearly $400
millior from the low point in the third quarter of 1949 can
be attributed to the general rise in business activity in the
United States, accompanied by a shift in inventory policies,
rising prices, and an in need for primary and semi-
Emcassed materials for consumption. & valus of imports

o TWestarn Eungpe, which roee about $40 million from
the third quarter of 1949, was still smaller than during the
first quarter of 1949, The devaluations, though vndonbtedly
an important factor, do not appear to have been the primary
cause for the large rise in imports during reeent months.
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Balance recched on Tinvisible™ account with the _

United States

The fereign daficit on service transactions excluding income
on investmenis bna sieadily declined since 1947 and was
apperéntly eliminated during 1949, Most impertant in this
trend wera declining net receipts by the United States for
- transportation and rising ket paymentz for travel. The
decline in net receipts on transportation, is largely the result
of emaller exports, which reduce receipts from currying freight
to foreign esuntries, and of somewhat largsr imports, tha
freight for which we have to pay o foreigners if the goods
are carcied on foreign ships.

The restoration of foreign merchont fleets and the resulting
increase in the participation of foreign vessels in the corringe
of our {rade and of our evarsess tourists alzo strengthened
the tondency for our surplus on transportsation bo decline.
Thi= trend can be expected to continue, thus reducing or
aven reversing the remaiming surplus on transportation
aceount of about $60 million in the fust guarter. Tourist
expenditures are seesonally low during the first quarter but
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on sh adjusted basiz show a steady rise since the end of the

war, A8 thesa expenditures aFEzlnr
1Rl

t0 cwrent incomes, they are i
saveral yenrs as additional shippi

ta ho still low in relation
to continue upwards for

] facilities becomaavailable.
The improvement in foreign dollar receipts through service
transactions may be offset, however, by the greater dollar

With cthe Seerling Aroa 1948-4%, and the First Quarter 195

17

requirements for interest and profic payments on American
invesuments abroad. During 1949 United States reeeipts on
this account amounted o over §1.3 billion. With increased
rivaie Investments and with interest on the $4.4 hillion
oan to the United Kingdom starting in 1951, the combined
balance on service accounts and meome on Investments
should not be expected to change significantly m favor of
foraipn counfries,

Increased foreign reserves desirable

Even if the merchandise, service, investment-income, and
private loléﬁ‘—t-em; mﬂp;ml transsetions in the balange of pay-
rents of the United States with the rest of the world as &
whale were as close to a balance in the first quarter of 1950
a2 tha data indisatz, not only the eentinuved I dollar
deficic of Western Europe nnd Japsn at an annual rate of
about $2.5 billion, but alse the need &0 replenish reserves
mekes continved Government aid as anvisaged by the
Marshall Flan indispensabla.

Gold and short-term dollar assets of all ERI' countries
{expapt Switzerland) at the and of the first quarter amonatad
to approximately $6 billion, aver $600 million more than at the
end of Septamber 1949. At the beginning of the Europesn
Recovery Program these assets ware $5.9 billion and at the
end of the war $8.7 billion. A¢ the end of 1949 the gold and
dollar assets of the ERFP countries (excluding Switzarland)
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equaliled not quite the value of their imparts for 3 months, as
compoared to over § monthe at the begimping of the wer,
indicating the relatively slender reserve msargin at which
these countries are still operating. X )

Tha increase in ressrves not only provides a cushion ngainst
fluzetuating deller reeeipts from exports snd other sources
(thue stabilizing foreign purchases and providing an anti-
cyclical facstor for our own economy) but also constitutes an
eszential condition for the relavation of exchange restrictions
and for the reconstitution of multilateral trading. Thus, an
ineressa in reserves either for sach country separataly or for
the ERP countries as & whole, a3 envisaged by the erestion
of the Buropesn Payments Union, and a further strengthen-
ing of the econemies of Kuropa and Japan appear as an
essentiel object for unntinue;(F Government aid to these
countries.

Az the need {or sconomic aid resulting from the devasta-
tions and disloeations of the last war declines, new require-
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menta for assistance bave developed, such as mili
assistance to countries in Hurops and South East Asia,u:ﬁ
economie and techniesl gesistance for wnderdeveloped
countries thai con only look te the United States for the
outside nid they require in raising their stendard of living.
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